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ur Welcome Home program is a new, voluntary
program for mothers and
their newborn babies who
belong to Health Options
m Northeast Florida. It
allows a new mother to return
home the day after an uncomplicated delivery, with her
doctor~ approval, of course."
Beverly Russell, RN.
Medical Services Director
Northeast Region

Chairman~ Letter

"The health insurance industry generally follows a sixyear cycle, with three years
of gains followed by three
years of losses. In Florida in
1989, the industry recovered
from a downward turn. Blue
Cross and Blue Shield of Florida outperformed the industry and we are making good
progress in building security
for the future;'

•

hile the health care industry has realized more gains and advances in
the last ten years than in any time in recorded history, it continues to
suffer from the effects of rising costs. As medical costs go up, fewer
people can afford access to care. We want to help you understand the
various reasons for the problem and we want to enlist your support of
programs and actions that can make a real difference in managing health
care costs for the future.

Medical costs
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There are many reasons medical costs continue to rise. One reason is that
the average age of Floridians is increasing. As people age, they tend to use
more health care services. Another cause is the threat of malpractice
liability, which forces physicians to practice "defensive medicine" by
ordering unnecessary tests. Also, providers have raised prices on their other
business to recover lost income resulting from the federal government's
belt-tightening efforts on the Medicare program.
Medical costs also are affected by state laws that mandate that all health
insurance policies cover certain treatments. Such laws increase both
demand and cost of the treatments. Advances in medical technology have
improved our lives immeasurably, but also at a cost. Many new diagnostic
tools supplement existing ones, adding new costs without eliminating old
ones. In addition, medical advances yield treatments for diseases and
ailments that were previously considered untreatable. These new
treatments are costly to provide and often result in conditions that require
continuing care.

Changing environment
The first generation of our managed care programs, including our health
maintenance organization (HMO) and preferred provider organization
(PPO ), focused on reducing prices and utilization of hospital inpatient and
physician services. From this effort, we learned that the practice of
medicine did not easily lend itself to practice standards and utilization
controls. We also discovered that a surplus of physicians without strictly
competitive market conditions can result in physician-induced demand and
higher prices.
In response to our programs, providers channeled more health care
services to outpatient facilities that had fewer controls. And, over time, a
number of new categories of services and providers
Gain/ Loss
emerged that weren't considered by the first gena s a Percent of Revenue
eration of managed care programs.
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generation of managed care programs will integrate
utilization management, health care quality management, and competitive purchasing arrange- ---:-;::--=:-__::---=-:==-----1- ---:;----ments into a system capable of serving the unique
needs of all customers.
Blue Cross & Blue Shield of Florida
These programs work by selecting efficient,
high-quality providers, offering them incentives to use resources effectively,
and monitoring them to assure that care is provided in the most appropriate
setting. These new programs will provide benefits flexible enough to meet
customers' needs but will still effectively encourage them to use participating providers.
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G. Hunter Gibbons
Chairman of the Board
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Presidents Letter

"In 1989, we posted a net
gain of $35.4 million, a dramatic $87 million improvement over our 1988 performance. Our HMO contributed
$1.3 million to our earnings
for 1989, a

$31

million

improvement over 1988. This
encouraging turnaround confirms the wisdom of our longterm commitment to managed care."

•

n 1989, we achieved positive earnings. Our performance confirmed the
cyclical nature of the health insurance business - three years of gains
followed by three years of losses. This pattern has held steady for the past
three decades and it takes careful management to weather the cycles. In
posting a gain of $35.4 million, Blue Cross and Blue Shield of Florida is
actually performing better than the industry.

Members' equity
Fortunately, successful financial performance in the mid-1980s allowed us
to build adequate levels of policyholders' equity to withstand the three-year
downward cycle in the industry's performance. There are many uses for
policyholders' equity, but it is primarily a measure of the company's ability
to meet obligations during times of economic instability or when claims
expenses are higher than anticipated. In 1988, we used $49 million of
policyholders' equity to pay for excess claims expenses and we used another
$68 million in 1987.
As a result of our improved performance, we added $37.5 million to
policyholders' equity in 1989, bringing the total to $132.8 million. During
the next two years, we will continue with our plan to increase policyholders'
equity to provide security for the future.

Reasons for improvement
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Many factors contributed to our improvement. Most significant were the
contributions made by our employees through their know-how, dedication
and hard work. They are our greatest strength. They are committed to
quality and service and continuous improvement to meet customers' needs.

Another factor was an improved ability to negotiate with providers. We
learned to use the leverage both of our traditional and managed care
enrollment to obtain better prices. Raising rates is another factor. It is never
a popular move, but premium rates must reflect the claims and medical
expense that we anticipate.
Other factors contributing to our improved performance included: a
higher-than-expected return on our investment portfolio, integration of
administrative functions and expansion of our managed care programs.

Focus on managed care
At the end of 1989, 82 percent of our group health insurance contracts were
for our managed care programs, compared to 74 percent a year ago. For
our total business, 58 percent of our customers were
Policyholders' Equity
IN MILLIONS
enrolled in managed care products, compared to
51 .4 percent at the end of 1988. Based on these
results, we are quite optimistic about the future. We
are doing a better job of managing provider costs.
Service is another critical factor on which much
of our energy is focused. Service is improving: we
dramatically reduced processing time and claims
inventories in 1989.
This annual report recognizes those individuals
' 85
' 86
' 87
' 88
' 89
who are making a critical difference in controlling
Blue Cross & Blue Shield of Florida
medical costs on behalf of our customers. At Blue
Cross and Blue Shield of Florida, we believe that a multidisciplinary, team
approach to problem solving yields the best solutions. That philosophy
extends beyond the confines of our offices and explains why we're working
with physicians, hospitals, pharmacists and other providers to effectively
control medical costs.
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William E . Flaherty
President
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Moving Closer To Our Customers

•

"Basically, I try to get all

the significant medical information from patients before
they enter the hospital to
make sure they get what
they need and that they need
what they get."
Ken Washington, R.N.
Precertification Nurse
South Florida Region, Miami

n addition to our financial performance gains during 1989, we also made
improvements in organizational efficiency and customer service. We
instituted new programs that allow us to leverage our purchasing power,
to create better relations with health care providers and to expand our
ability to provide innovative programs that better meet our customers'
health care needs.

A regional management approach
Early in the year, we finalized a reorganization of our field staff into five
separate geographical regions and adopted a regional management
approach. This change was one result of a corporate strategy called "local
presence:' which reflects our ongoing commitment to take advantage of our
knowledge of local markets and to work more effectively with customers
and providers.
With regional management, we integrated our marketing and provider
relations activities to better meet the special needs of customers within each
region. As a result, a single sales force sells health maintenance organization
(HMO), preferred provider organization (PPO) and traditional product
lines, and a single team manages medical delivery programs.
The overall improvement is remarkable. We now are using the combined
purchasing power of all lines of business in our negotiations with providers.
Our streamlined field and home office marketing and medical cost
management functions reduce costs and improve efficiency.
6

•

"I work with patients who

are chronically or acutely ill to
try to find alternative care
settings for them so they
don't have to stay in the hospital. And I visit them in those
settings to assure they're receiving appropriate care."
Hilda Andrade, R.N.
Individual Benefits Coord.
Central Region, Orlando

Improved service and operations
It was a record year for operations in terms of growth in the nwnber of
claims received, reductions in the average time it takes to process a claim
and in the increase in our accuracy rate.

Private business
We paid approximately 12.6 million private business claims in 1989.
Progress in our efforts to improve the quality of service resulted in reducing
the average time it takes to process a claim to 4.3 days, compared to 7.3
days in 1988. We also significantly reduced the nwnber of claims that took
more than 30 days to process.

Government programs
We processed 39.2 million Medicare claims last year, which included 3.1
million Medicare Part A claims and 36.1 million Medicare Part B Claims.
In Medicare Part A, we ranked number two in the nation on the
Contractor Performance Evaluation Program (CPEP), with our highest
score ever. For Medicare Part B, we completed a difficult implementation
of the largest data processing system conversion of its type ever undertaken
by a Medicare contractor.
We were also able to improve our position for future opportunity by
acquiring the contract to be the regional administrator for the government
for the Common Working File. Also, our Medicare Part A Claims
Processing System was selected by the government as one of the systems
to be shared with other Medicare intermediaries throughout the nation.
8

Controlling Health Care Costs

•

"Health Options is suc-

ceeding financially and professionally

because

Blue

Cross and Blue Shield of Florida is learning that in a wellrun HMO, the physician and
the insurance company can
have a partner relationship
where everybody wins especially the patient."
Mark Goldschmidt, M.D.
Pediatrician, Orange Park
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wo factors hold the greatest promise for controlling rising health care
costs. One is consumer education - we need to help our customers to
be informed consumers. The other factor is to improve our ability to
efficiently purchase medical services and to better use our leverage as
the state's largest health insurance company to obtain lower prices for
our customers.
Some customers are still unwilling to trade unlimited access to the health
care system for the lower costs and added benefits of managed care products with utilization controls and access to a limited number of providers.
To better manage medical costs, we need to find ways to educate all of our
customers so they can make informed decisions about their health care.
Underlying this challenge, there are competing goals within the health
care industry. Blue Cross and Blue Shield of Florida shares the goal of providing quality health care benefits with the customers who purchase our
insurance and the providers who offer the health care to our customers. But
when it comes to payment, there are competing forces at work. Naturally,
providers want to maintain their income level. At the same time, we want
to maximize efficiency and reduce medical expenses to help customers
control their health care costs.
The first generation of utilization controls was not totally effective in
addressing these competing goals. In the future, we need to create "winwin" situations, where better programs offer incentives to providers and
patients to use resources effectively. At the same time, these programs will
stress the quality of care with special emphasis on the outcome. New
programs will also focus more intently on wellness and preventive care.

Providing Quality And Value

•

"We provide intravenous

home care. Before signing
the contract with us, BCBSF
checked

credentials

and

licenses and inspected our
operations, our quality assurance program and our policies and procedures. They are
very thorough."
Stephen Vogt, Pharm.D.
Parenteral Therapy Assoc.
Altamonte Springs

o meet the ongoing needs of our customers and to address the problems
we have identified, we are developing a new generation of managed care
programs. These programs will provide incentives to our customers to
be informed consumers. At the same time, we are working to provide
improved service through better quality and timeliness that results in
increased customer satisfaction with all of our programs.

New managed care programs
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To better manage the use of services, we will create the kind of incentives
that will attract the most efficient providers to participate in our programs.
We will provide them with regular and specific feedback about how
effectively they are using resources so they will know how they are
performing. Prior approval of some services, like hospital admissions, new
technology and catastrophic cases, will also be included in our new
managed care programs to help manage use.
We will measure quality both in terms of outcome and customer
perception and will include those providers who have high marks in our
networks and give them incentives to maintain high levels of quality. We
will also consolidate our purchasing arrangements to guarantee these
providers a high patient volume so we get their best prices.
Our new programs will include similar strategies to manage quality, use
and purchasing of outpatient services, pharmacy, psychiatric and substance
abuse services, laboratory tests, diagnostic and therapeutic radiology,
durable medical equipment, skilled nursing and extended care, neonatal
care and vision care.

•

"My goal is to make sure

that patients get exactly the
type of treatment their illness
requires. I review medical
charts

for

hospitalized

patients who are covered by
Health Options of South
Florida."
Carol Ronan, R.N.
Utilization Review Coord.
South Florida Region, Miami

Empowering employees
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e intend to satisfy the customers we have and attract new ones through
the quality of service we provide. We recognize that service excellence
is based on both timeliness and quality. Our ultimate goal is to process
claims the same day we receive them, while at the same time,
improving accuracy. To do so requires a totally new approach for
processing claims.
Historically, claims were processed by a number of different individuals,
each performing a single function. Over time, we learned the more people
who handle a claim, the greater the chance for an error. To improve quality,
we need to consider using a single individual to perform all elements of a
transaction. It's very different from the way the industry has traditionally
operated - dividing the work into many separate tasks - but we see it
as one more way we can improve the efficiency of our claims processing.
This change in the way we approach our work also gives our employees
ownership and accountability. As a result, their jobs are more rewarding,
they take more pride in their work, and they provide better service to our
customers. Side benefits include shorter cycle time for processing claims
and a smaller inventory of work on hand.
Reaching our ideal requires having employees who really understand the
business. Training is expensive, but the benefit of more knowledgeable
workers far outweighs the cost. Knowledgeable workers exercise judgment
and initiative and are accountable to satisfy our customers, not just to
complete transactions. It's simple, really. To keep our programs the best,
we need to keep the best people behind them.

Financial Review

.,

Statement of Management Accountability
The financial statements in this report were prepared by the management of Blue Cross
and Blue Shield of Florida. The statements conform to generally accepted accounting
principles and include amounts based on estimates and judgment of management.
The corporation's internal controls, policies and procedures are designed to assure the
integrity of financial records and the protection of assets. Personnel throughout the corporation maintain and monitor these internal accounting controls on a regular basis. In addition, the corporation's internal auditors systematically review and report upon the functioning of these controls.
Coopers and Lybrand, independent auditors, have examined these financial statements.
Their examinations include review and test of the Corporation's internal accounting controls. Their report appears on page 18.
The Audit Committee consists of three Directors of the Board, who are not otherwise
employed by Blue Cross and Blue Shield of Florida. The Audit Committee is appointed
by the Chairman of the Board and is responsible for recommending the selection of independent auditors to the full Board and for reviewing audit results. The Audit Committee
meets periodically with the internal and independent auditors to review their activities and
to ensure they are properly discharging their responsibilities.
The public accountants, as well as the internal auditors, have access to the Audit Committee to discuss the results of their audit work, the adequacy of internal financial controls and
the quality of financial reporting.

m

Report of Independent Accountants

To the Board of Directors of Blue Cross and Blue Shield of Florida, Inc.
We have audited the accompanying consolidated balance sheets of Blue Cross and Blue
Shield of Florida, Inc. and subsidiaries as of December 31, 1989 and 1988, and the related
consolidated statements of operations and policyholders' equity and cash flows for the years
then ended. These financial statements are the responsibility of the Company's management. Our responsibility is to express an opinion on these financial statements based on
our audits.
We conducted our audits in accordance with generally accepted auditing standards. Those
standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.
In our opinion, the financial statements referred to above present fairly, in all material
respects, the consolidated financial position of Blue Cross and Blue Shield of Florida, Inc.
and subsidiaries as of December 31, 1989 and 1988, and the consolidated results of their
operations and their cash flows for the years then ended in conformity with generally
accepted accounting principles.

Jacksonville, Florida
February 12, 1990
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Consolidated &lance Sheets

1989

December 31,

1988

(in millions)

Assets
Investments:
Fixed maturities, at amortized cost (market
value $30.6 in 1989 and $38.3 in 1988)
Equity securities, at market (cost $13.0 in
1989 and $11.9 in 1988)

$

30.9

$

39.2

14.9

11.7

152.4

64.7

79.2

84.5

277.4

200.1

Premiums and other

69.4

73.6

Reimbw-sable contracts

83.3

99.9

Federal Employees Program

78.7

33.0

35.4

33.6

8.7

8.1

$ 552.9

$ 448.3

$ 151.5

$ 139.7

83.3

99.9

234.8

239.6

Premiums and unallocated receipts

38.1

32.9

Federal Employees Program

78.7

33.0

Deposits and advances

14.1

13.0

Accounts payable and accrued expenses

54.4

34.5

420.1

353.0

132.8

95.3

$ 552.9

$ 448.3

Short-term investments
Cash and cash equivalents

Total investments
Receivables:

Property and equipment
Prepaid expenses and other assets

Total assets

Liabilities
Liabilities for policyholder benefits:
Claims outstanding
Reimbursement contracts

Total liabilities for policyholder benefits
Unearned premium income:

Total liabilities
Commitments and contingencies

Policyholders' Equity
Policyholders' equity

Total liabilities and policyholders' equity
See accompanying notes to consolidated financial statements.
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Statements of Operations & Policyholders' Equity

1989

For the years ended
December 31, 1988
(in millions)

Revenue
Claims and medical expense
Operating expense

Total expense

$1,202.9

1,020.7

1,039.7

260.3

230.2

1,281.0

1,269.9

6.1

(67.0)

30.1

15.4

36.2

(51.6)

7.2

0.0

29.0

(51.6)

loss carryforward

6.4

0.0

Net income (loss)

35.4

(51.6)

Policyholders' equity, beginning of year

95.3

144.7

Net change in unrealized appreciation of
equity securities

2.1

2.2

Operating income (loss)
Investment and related income
Income (loss) before income taxes and
extraordinary item
Provision for income taxes
Income (loss) before extraordinary item
Extraordinary item -

utilization of operating

Policyholders' equity, end of year
&e accompanying notes to consolidnted financial statements.

m

$1,287.1

$ 132.8

$

95.3

Consolidated Statements of Cash Flows

1989

For the years ended
December 31, 1988
(in millions)

Increase (decrease) in cash and cash equivalents:
Cash flows from (for) operating activities:
Premiums and other revenue received

$1,316.0

Claims and medical expense paid

(1,024.4)

(999.6)

(236.0)

(220.2)

22.6

16.9

78.2

(33.3)

Fixed maturities

64.7

162.2

Equity securities

10.5

45.4

Cash paid to suppliers and employees
Interest and dividends received
Net cash provided by
(used in) operating activities

$1,169.6

Cash flows from (for) investing activities:
Proceeds from investments sold or matured:

Cost of investments purchased:
Fixed maturities

(56.1)

(124.4)

Equity securities

(10.6)

(23.5)

Short-term investments, net

(84.4)

19.8

(7.6)

(6.4)

Net cash provided by
(used in) investing activities

(83.5)

73.1

Netincrease(decrease)
in cash and cash equivalents

(5.3)

39.8

Cash and cash equivalents
at beginning of year

84.5

44.7

Purchase of property and equipment

Cash and cash equivalents
at end of year
&e accompanying notes to consolidated financial statements.

$

79.2

$

84.5

continued to next page
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Consolidated Statements of Cash Flows

continued from previous page

1989

For the years ended
December 31, 1988
(in millions)

Reconciliation of net income (l~) to net cash
provided by (used in) operating activities:
Income (l~) before extraordinary item

$

Extraordinary item
Net income (l~)

29.0

($

51.6)

6.4

0.0

35.4

(51.6)

Adjustments:

5.8

4.7

Amortization of investment
discounts and premiums, net

(3.5)

(2.4)

Net realized (gain) l~ on sale of
investments

(1.1)

2.8

4.2

(13.7)

Reimbursement contracts receivable

16.6

(15.1)

Prepaid expenses and other as.sets

(0.6)

(3.1)

(4.8)

45.4

Unearned premium income and
unallocated receipts

5.2

(3.4)

Deposits and advances

1.1

(5.3)

19.9

8.4

42.8

18.3

Depreciation

Decrease (increase) in certain as.sets:
Premiums and other receivables

Increase (decrease) in certain liabilities:
liabilities for policyholder benefits

Accounts payable and accrued expenses

Total adjustments
Net cash provided by (used in) operating
activities
See accompanying notes to consolidated financial statements.
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$

78.2

($

33.3)

Notes to Consolidated Financial Statements
Property and Equipment
Property and equipment are recorded at cost. Depreciation is computed on the straightline method over the estimated useful lives of the assets.
Liabilities for Policyholder Benefits

The Company accrues for incurred and unreported claims based on historical paid claims
data and experience using actuarially accepted statistical methods. The methods used in
determining the liability are periodically reviewed and any adjustment resulting from these
reviews is reflected in current operations. Processing costs related to such claims are
expensed as incurred.
The liabilities for reimbursement contracts (National Accounts, FEP, Cost Plus and Minimum Premium Plan contracts) are also established as receivables and have no effect on
net income.
Expense Reimbursement
Operating expense is allocated to various lines of business in order to determine the
expense reimbursement due from Medicare, where the Company acts as a fiscal intermediary, and from FEP and other Blue Cross and Blue Shield Plans for which the Plan processes claims. The Company is reimbursed for either costs incurred or amounts based on
predetermined budgets. Reimbursements of $101 million for 1989 and $87.2 million for
1988 (which approximate the cost of administering these programs) are included in
revenue. The actual cost of administration is included in operating expense. Reimbursements and claims payments are subject to audit by the respective agencies and any resulting adjustments are reflected in current operations.

Note2
Receivables

1989

December 31,

1988

(in millions)

Premiums and other:
Subscriber and member
lnterplan Service Benefit Bank
Medicare and other government agencies
National accounts

Others
Total
Less allowance for doubtful accounts
Total, net

$25.8
9.8
13.4
7.7
18.9

$33.7
13.2
5.3
10.8
16.0

75.6
6.2

79.0
5.4

$69.4

$73.6

The Plan records its proportional share of receivables and unearned premiums related to
FEP. The amounts recorded for 1989 and 1988 had no effect on income.
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Notes to Consolidated Financial Statements

Note3
Property and Equipment

1989

December 31,

1988

(in millions)

Land
Buildings and improvements
Equipment
Total property & equipment
Less accumulated depreciation
Net property & equipment

$ 2.8
33.7
40.1

$ 2.8
32.6
35.0

76.6
41.2

70.4
36.8

$35.4

$33.6

Note4
Agency Contracts
The Plan serves as intermediary for the Medicare program and acts as administrator for
the State of Florida - Employee Group Health Self-Insurance Plan. Claims relating to
these programs, as shown in the following table, are not reflected in the accompanying
consolidated financial statements.
Number of
claims processed
1989
1988
(in millions)

Medicare
State of Florida

38.8
1.2

30.5
1.1

Amount paid
1989
1988
(in millions)

$5,911.8
$ 202.7

$5,080.2
$ 182.4

Note 5
Employee Pension Plan
The Company participates in a defined benefit, non-contributory pension plan covering
substantially all of its employees. The pension plan is funded through the Blue Cross and
Blue Shield National Retirement Trust, a collective investment trust which services the
retirement programs of its participating employers. The plan provides benefits based on
years of service and the employee's compensation in the years immediately preceding
retirement.
The Company's funding policy is to meet the minimum requirements of applicable regulations, and, from time to time, to fund such additional amounts as it deems appropriate.
Assets of the National Retirement Trust consist primarily of listed equity securities and
U.S. Government and corporate obligations.
The following tables detail the components of pension expense, the funded status of the
plan, amounts recognized in the Company's consolidated financial statements, and major
assumptions used to determine these amounts:

Notes to Consolidated Financial Statements

1989

Components of pension expense:
Service cost
Interest cost
Return on plan assets
Amortization of unrecognized amounts

December 31,

1988

(in millions)
$ 4.8
4.6
(5.1)
(0.4)

$ 3.8
3.8
(4.5)
(0.6)

$ 3.9

$ 2.5

$65.5

$59.6

Actuarial present value of projected benefit obligations:
Accumulated benefit obligation:
Vested
Nonvested
Provision for future salary increases

30.5
2.9
27.5

24.8
3.2
22.9

Projected benefit obligation

60.9

50.9

Excess of plan assets over projected benefit obligation
Unrecognized prior service cost
Unrecognized net gain
Unrecognized net assets

4.6
4.3
(7.7)
(8.1)

8.7
3.1
(6.3)
(8.7)

Accrued pension (liability)

$(6.9)

$(3.2)

Major assumptions:
Discount rate
Rate of increase in compensation levels
Expected long-term rate of return on plan assets

9.0%
6.0%
9.0%

9.0%
6.0%
9.0%

Net pension cost
Funded status of the pension plan:
Plan assets at fair value

Note6
Rentals Under Operating Leases
The Company leases office space and data
processing and transportation equipment.
The leases in effect expire on various
dates through 1994 and thereafter. The
following is a schedule of future approximate minimum rental payments due
under operating leases that have initial or
remaining non-cancellable lease terms in
excess of one year:

Year ending
December 31,
1990
1991
1992
1993
1994
Thereafter

Rental expense for 1989 and 1988 was $12.4 and $9.7 million, respectively.

Basic rental
commitments
(in millions)

$14.5
12.5
8.5
6.3
5.4
3.5
$50.7

Notes to Consolidated Financial Statements

Note 7
Income Taxes
The Plan and its wholly owned subsidiaries, except FCL, file consolidated income tax
returns.
The provision for income taxes of $7.2 million includes a charge in lieu of income taxes of
$6.4 million for an amount equivalent to the income taxes saved through utilization of net
operating loss carryforwards. The provision for income taxes also includes a deferred
charge of $0.1 million resulting primarily from pension expense and depreciation which
are recognized in different periods for financial statement and income tax purposes.
The Company's effective tax rate of 19.8% is less than the statutory rate of 34% due to utilization of the special deduction available to Blue Cross and Blue Shield organizations and
application of tax rates under the alternative minimum tax (AMf) provisions. As a result,
the company is subject to the AMf provisions which tax income at a rate of 20% and
limit utilization of net operating loss carryforwards to 900/4 of taxable income.
The following net operating loss carryforwards are available for Federal income tax purposes under either the regular tax or AMf provisions, as appropriate:
Amount

In addition, the Company has $3.6 and
$0.9 million of capital loss carryforwards
which will expire in 1993 and 1992,
respectively.

Years of
expiration

Regular

1998 - 2004

$127.4

tax

Alternative
minimum tax
(in millions)

$92.7

Note8
Statutory Reporting
The financial statements of the Company included herein have been prepared in conformity with generally accepted accounting principles (GAAP). The Plan reports to the
Insurance Department of the State of Florida on the basis of statutory accounting practices
excluding subsidiaries and affiliate results. A reconciliation between the GAAP policyholders' equity and statutory surplus follows:
1989

December 31,

1988

( in millions)

Company policyholders' equity (GAAP)

$132.8

$95.3

Less certain asset exclusions:
Net investments in subsidiaries
Accounts receivable over 90 days old
Furniture, equipment and other

(3.0)
( 11.8)
( 17 .1)

(1.7)
(12.3)
(13.7)

Non-admitted assets, net
Less statutory reserve accruals
Other, net

(31.9)
(36.8)
11.1

(27.7)
(31.0)
7.5

Statutory surplus of the Plan

$ 75.2

$44.1

Notes to Consolidated Financial Statements

Results of operations for the years ended December 31, 1989 and 1988 reconciled to a
statutory basis are as follows:
1989

1988

(in millions)
Company net income {loss) on a GAAP basis
Subsidiaries' losses

$ 35.4
0.4

Plan net income {loss)
Net adjustments to GAAP
Statutory net income {loss) of the Plan

($51.6)
32.8
(18.8)
2.5

35.8
(1.8)

($16.3)

$ 34.0

Note9
Health Maintenance Organizations (HMOs)
The following is condensed financial information of the Company's operating HM:Os at
December 31, 1989 and 1988 and for the years then ended (before eliminations):
1988

1989
(in millions)

Total assets

$ 49.8

$ 47.7

Total liabilities
Shareholder's equity

$ 44.9
4.9

$ 45.4
2.3

Total liabilities and shareholder's equity

$ 49.8

$ 47.7

Revenue
Expenses

$258.2
256.9

$234.7
265.3

Net income (loss)

$

1.3

$ (30.6)

Note 10
Contingencies
In the normal course of its business operations, the Company is involved in routine litigation from time to time with insureds, beneficiaries, and others, and a number of such lawsuits were pending at December 31, 1989. In the opinion of management, the ultimate liability, if any, would not have a material adverse financial effect upon the Company. In
addition to routine litigation, there is one suit against the Company in which a substantial
amount is being claimed. This matter is in the early stages of discovery. Management does
not believe that this suit has merit.
The Company issues a number of products which are priced in such a way as to generate
income in early years which may be absorbed by losses later. However, the Company has
no contractual obligation to continue these products or to maintain the current pricing levels. Accordingly, no liability for policyholder benefits has been recorded in the accompanying balance sheets.
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